· Why do people hold money?
--- The question is even more intriguing because fiat money is intrinsically valueless.
· How does the evolution of money different from that of language, social custom, etc.?
· Does a money need the status of fiat money (legal tender) to be able to circulate as a medium of exchange?

· Why do governments monopolize the issuance of money?

· Why are there different definitions of money?

· What is e-money?
Money:  an instrument that facilitates transactions and finance
1. Medium of exchange (MOE) – double coincidence of wants

2. Medium of Account (MOA) -- the basic of the MOE becomes the Unit of Account (UOA)

3. Store of Value – liquidity and returns

Other related concepts
1. MOE and Means of Payments (MOP)

2. MOE and fiat money (NT vs.銀圓)
3. MOE and legal tender (are coins legal tender?)
4. MOE and MOA 
Essential Properties of a Medium of Exchange (MOE)
1. widely accepted

2. easily standardized 

3. divisible

4. easily portable 

5. durable

2-5 are intrinsic properties.

Acceptability is not an intrinsic property. 
So, the basic question is:  Why do people hold money?  
More importantly, why do people hold money that is intrinsically valueless?

The Origin of Money 
1. “Money” = a generally accepted medium of exchange. Jevons (1875), a MOE is used to overcome the lack of “double coincidence of wants.”
2. Why and how some goods are accepted to be moneies?
3. Most textbooks considered money as an invention, but money is not a product of technological advance or invention. For example, the physical nature of salt or silver does not change before and after it was used as a MOE.
1. Menger’s (1892) evolutionary view
(a) Some goods are more “marketable” than others.

(b) Some traders started to make indirect exchanges for those highly marketable goods. Some other traders, facing the same situation, gradually adopt the same strategy engaging in indirect exchanges.

(c) As time evolves, probably by trial-and-error and learning, a certain highly marketable good k emerges. Good k accepted by a small group of traders as a MOE reinforces its usefulness as a MOE for other traders, which in turn reinforces the marketability of good k. Thus, as time goes by, one (or a few) good emerges as a commonly or generally accepted MOE.
(d) Wicksell (1967) also held a similar view:  Money emerges as a result of learning in accordance with social convention. 

(e) An implication of Menger’s theory is that no collective decision or legislative act is necessary for money to merge.


2. An equilibrium view (Kiyotaki and Wright (1989))
(a) But how do we explain some moneies are valued (or partially valued) at a time or place and not valued at another time and place? 

(b) They define acceptability to be the probability that an object is accepted in exchange by other traders at a given price. When an object is more readily acceptable to other people in the economy, it is more likely that each individual will accept it as a MOE. Thus, the equilibrium whether an object is accepted as a MOE (acceptability) depends on time, place, and circumstances. Acceptability can have a self-reinforcing nature and is not constant.

Evolution of Moneies

Commodity money

(a) A commodity has its intrinsic value (for consumption, decoration, input for production, …) and is used as a MOE, may be due to its superior intrinsic properties mentioned above. 

(b) Consider a coin (made of silver or gold) is used as a MOE. Originally, the intrinsic value of a coin was equal to its face value, i.e. the purchasing power of the coin corresponded to its metal value. However, minters soon realized that if production costs could be lowered in relation to the face value of the coin (i.e. its purchasing power), a profit could be made. Debasement is usually made either by weight (smaller coin) or by fineness (by adding more copper in the alloy); or by raising the face value. 
(c) Why did medieval princes debase their coinages? Evidence show that the prime motivation for coinage debasement was to increase profits for the prince:  seigniorage, a princely tax on coinage.

(d) Debasement reduced both the size and quality (silver contents) of the previous coins, creating a demand for “good” coins of the original size and fineness. If coins of the same face value, but different intrinsic values, are in circulation at the same time, the bad money will drive out the good money, as the latter will be melted down at a profit, exported or hoarded. This phenomenon was described in the mid-16th century of England and is known as Gresham's law.

(e) Debasing coins is equivalent to imposing an extra tax on the holders (seigniorage tax). Debasement usually produced serious inflation, which thus required higher denomination coins.
Paper Money

1. Banknotes
(a) In early times, goldsmiths issued deposit receipt when received gold as deposits. These receipts then turn into MOE. Later the receipts evolved into banknotes. 

(b) A banknote is a bank-issued claim payable to whoever happens to be the bearer, i.e., it is used as a MOE. Furthermore, these banknotes promise to be converted into an equivalent value of specie when presented to the bank which issued the note. 
(c) Banknotes are liabilities of the issuer with collateral.
Paper Money

2. Fiat money
(a) A note which government decrees as legal tender, but cannot be converted into specie. Fiat money is issued and accepted based on the reputation of the government (or by the help of the higher authority, “In God, we trust”), rather than driving by the force of market mechanism or the amount of reserves held by the central bank.
(b) Wallace (1980):  fiat money is a money that is intrinsically useless and inconvertible.
(c) Fiat money is a liability of the issuer (central bank) without collateral. Thus, trust is even more essential because the public lend to (hold fiat money) the government without collateral.
(d) Seigniorage is much larger (bearers include criminals, foreigners (travelers)),
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And thus the temptation to print more money is irresistible.
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